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Summary 

New federal tax credits, authorized under the Patient Protection and Affordable Care Act (AC A, 
P.L. 111-148, as amended), first became available in 2014 to help certain individuals pay for 
health insurance. The tax credits apply toward premiums for private health plans offered through 
“exchanges” (also referred to as health insurance marketplaces). ACA also establishes subsidies 
to reduce cost-sharing expenses. 

Exchanges have been established in every state, either by the state itself or by the Secretary of 
Health and Human Services (HHS), as required under ACA. Exchanges are not insurers, but 
provide eligible individuals and small businesses with access to private health insurance plans. 
Generally, the plans offered through the exchanges provide a comprehensive set of health services 
and meet all ACA market reforms, as applicable. 

The new premium credits established under ACA are advanceable and refundable, meaning 
taxfilers need not wait until the end of the tax year in order to benefit from the credit, and may 
claim the full credit amount even if they have little or no federal income tax liability. Premium tax 
credits are generally available to individuals who enroll in an exchange plan; are part of a tax- 
filing unit; have household income between specified amounts; are not eligible for other forms of 
comprehensive health coverage; and are U.S. citizens or lawfully present residents. This report 
provides examples of hypothetical individuals and families who qualify for the premium credits; 
the examples use actual 2014 premium and tax credit amounts. 

The amounts received in premium credits are based on federal income tax returns. These amounts 
are reconciled in the next year and can result in overpayment of premium credits if income 
increases, which must be repaid to the federal government. ACA limits the amount of required 
repayments for lower-income enrollees. 

In addition to premium credits, ACA authorizes new cost-sharing subsidies. Certain premium 
credit recipients will also be eligible for reductions in their annual cost-sharing limits. Moreover, 
certain low-income individuals will receive additional subsidies in the form of reduced cost- 
sharing requirements (e.g., lower deductible). 
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N ew federal tax credits were authorized in the Patient Protection and Affordable Care Act 
(ACA, PL. 111-148, as amended), to help certain individuals pay for health insurance 
coverage, beginning in 2014. 1 The tax credits apply toward premiums for private health 
plans offered through “exchanges” (also referred to as health insurance marketplaces). ACA also 
establishes subsidies to reduce cost-sharing expenses. 

This report describes the eligibility criteria applicable to the premium tax credits and cost -sharing 
subsidies, and the calculation method for the credit and subsidy amounts. It also highlights 
selected issues addressed in the final regulation on premium credits. 

Background 

ACA requires health insurance exchanges to be established in every state by January 1, 2014, 
either by the state itself or by the Secretary of Health and Human Services (HHS). The ACA 
exchanges are not insurance companies; rather, they will coordinate the offer of private health 
plans to qualified individuals 2 and small businesses. 3 Generally, exchange plans provide a 
comprehensive set of health services and meet all ACA market reforms, as applicable. 4 In 
addition, most exchange plans comply with a requirement that measures how much a given plan 
will pay for a group of individuals (who vary in terms of medical use and expenses); that measure 
is referred to as actuarial value (AV). 5 Most exchanges plans meet a specific AV; each AV is 
designated by a precious metal: bronze (actuarial value of 60%), silver (70%), gold (80%), and 
platinum (90%). For AVs, the higher the percentage, the lower the cost-sharing, on average . 6 

Given that ACA specifically requires exchanges to offer insurance options to individuals and 
small businesses, exchanges are structured to assist these two different types of “customers.” 
Consequently, there is an exchange to serve individuals and families, and another to serve small 
businesses (“SHOP exchanges”), within each state. However, ACA gives states the option to 
merge both exchanges and operate it under one structure. 

Certain enrollees in the individual exchanges are eligible for premium assistance in the form of 
federal tax credits. 7 Such credits are not provided through the SHOP exchanges. The premium 



1 §1401 of ACA; new §36B of the Internal Revenue Code of 1986 (IRC). 

“ Enrollment in an exchange plan is voluntary; see §13 12(d)(3) of ACA. This also applies to Members of Congress and 
their personal staff who may only be offered coverage, by the federal government, that is created under the ACA or 
offered through an exchange, per ACA§ 13 12(d)(3)(D). While the federal government may only make certain plans 
available to applicable Members and staff, such individuals may enroll in any plan that is available to them. For a 
comprehensive discussion about these issues, see CRS Report R43194, Health Benefits for Members of Congress and 
Certain Congressional Staff. 

3 Before 2016, states will have the option to define “small employers” either as those with (1) 100 or fewer employees, 
or (2) 50 or fewer employees. Beginning in 2016, small employers will be defined as those with 100 or fewer 
employees. Beginning in 2017, large groups may participate in exchanges, at state option. 

4 See CRS Report R42069, Private Health Insurance Market Reforms in the Patient Protection and Affordable Care 
Act (ACA). 

5 Actuarial value (AV) is a summary measure of a plan’s generosity, expressed as the percentage of medical expenses 
estimated to be paid by the insurer for a standard population and set of allowed charges. AV is not a measure of 
premiums or the benefits package. Two plans with the same AV may have different premiums and different sets of 
covered benefits. 

6 Since actuarial value is calculated based on a population, this measure indicates plan generosity for a group. It does 
not indicate the share of medical expenses that the plan will pay for each individual enrolled in a plan. The utility of 
AV is that it facilitates comparisons across plans, so that an individual/family may use this plan characteristic (along 
with other factors) to decide on the most appropriate plan given health care needs and disposable income. 

7 For tax years beginning after December 31, 2013, 31 U.S.C. 1324 appropriates necessary amounts to the Treasury 
(continued...) 
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